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By Marie Vaz | msvaz@kenanga.com.my
1Q17 realised net income (RNI) of RM23.2m was well Shize IS [PEEIETES
within our and market expectations at 25% and 26%, '
respectively. No dividends, as expected. Maintain F  Y17-
18E earnings of RM92.0-95.5m. Maintain OUTPERFORM 120
and TP to RM1.36, based on FY18E GDPS of 8.40 sen a nd
a +2.00ppt spread to our 10-year MGS target of 4.20 %.
1Q17 realised net income (RNI) of RM23.2m came in w ell within O e 6 6 o o 6 e oA
our and consensus expectations  at 25% and 26%, respectively. FTHXFTITEF GG E
No dividends, as expected.

Results Highlights. YoY-Ytd, RNI was up by 52%, primarily driven ~ KLCI 1,758.67
by top-line growth (+40%) from; (i) the acquisition of Menara Shell in =~ YTD KLCI chg 7.1%
Dec 2016, and (i) positive reversions from QB3, Wisma Technip and ~ YTD stock price chg 10.0%
QB2. This was on the back of higher financing cost (+24%) to part
finance the acquisition of Menara Shell. Despite higher RNI, EPU _Stock Information
was slightly lower due to dilution post the completion of the  Shariah Compliant No
placement in end FY16. QoQ, top-line was up by 34% due to similar ~ Bloomberg Ticker MQREIT MK Equity
reasons mentioned above, while NPI margins improved by +4.0pptto = Market Cap (RM m) 1,409.8
79% due to higher cost incurred in 4Q16 for repairs and Issued shares 1,068.0
maintenance. Additionally, lower expenditure (-14%) due to lower 52-week range (H) 1.35
administrative expense (-96%) helped RNI improve by a solid 74%. 52-week range (L) 1.09
Outlook. FY17-18E leases up for expiry are minimal at 14.0-26.0% i;zéhF?ggtdally vol: 386’5%?,3
. . . . 0
of net lettable assets (NLA) which is preferable in current times where g 0.7
the office market is facing an oversupply situation, given the risk of
tena_n_t attrition. As such, we are expecti_ng low single-digit reversions. Major Shareholders
Additionally, we expect minimal capex in FY17-18 of RM10-12m for MRCE 27 9%
maintenance. Menara Shell’'s acquisition was completed in Dec 2016 =7
and is expected to accrete fully in FY17 which we have accounted Gl DA D) ELAlISD L0
for. EMPLOYEES PROVIDENT FUND 7.3%
Maintain FY17-18E earnings of RM92.0-95.5m. Our FY17-18E _Summary Earnings Table
GDPU of 8.4-8.4 sen suggests gross yields of 6.4%. FY Dec (RM‘m) 2016A 2017E 2018E
Maintain OUTPERFORM and TP of RM1.36 based on FY18E E%rl'}o"er 18’%2 gég igg;
GDPS of 8.40 sen. Post rolling forward our valuation to FY18E (from ’ ’ ’
FY17E), we make no changes to our TP as we expect flattish DPU PBT f 7 2200 S
! Net Profit 62.8 92.0 95.5

YoY. To recap, we expect a slightly lower dividend pay-out of 96% in
FY18 (vs. 98% in FY17), which is closer to historical pay-out ratios of CmO NP 59.2 92.0 95.5

94-96%. Our TP is based on a +2.00ppt spread to the 10-year MGS (E:grns;ﬁgzusg\fggg nﬁaé Sﬁ'g gﬁ_z
target of 4.20%, implying a target yield of 6.2% vs. MREITs (>RM1b) ~ <~ "0 ) 8.8 8.6 8.8
under our coverage average of 5.5%. Our applied spread is above — ~ '~ Fpe growth (%) 2% 3% 3%
large cap MREITs (>RM1b) under our coverage (between +0.8pptto  ~h5c (sen) 8.4 8.4 8.4
+1.70ppt) as MQREIT is slightly smaller than large cap REITs, while BV/Share (RM) 1 2'7 1 é8 1 ég
the office segment may not be perceived well compared to retail and Core PER (x) 1'5 0 1'5 4 1;5 0
industrial due to oversupply issue. However, despite our conservative ROE (%) 0 317 0 3;9 0 3;9
valuations, we are comfortable with our OUTPERFORM call as G. Dividend Yield (%) '6_3 '6_4 6.4

MQREIT is commanding attractive gross yields of 6.5% vs MREIT
peers (>RM1b) under our coverage average of 5.8%.

Risks to our call include bond yield expansions or compressions
and weaker-than-expected rental reversions.
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Result Highlight

FYE 31 Dec (RM'm) 1Q17 4Q16 QoQ 1Q16 YoY
Gross revenue 45.6 34.1 34% 32.7 40%
Prop Opex 94 -8.5 12% -7.2 31%
NPI excl unrealised rental

income 36.1 25.6 41% 254 42%
Interest Income 0.5 1.1 -60% 0.4 16%
Gain on divestment prop 0.0 0.0 n.a. 0.0 n.a.
Surplus on revaluation 0.0 3.5 -100% 0.0 n.a.
Total Trust Income 36.6 30.3 21% 25.8 42%
Expenditure -3.7 -4.3 -14% -2.7 34%
Finance Cost -9.7 9.1 7% -7.9 24%
Total Expenditure -13.4 -13.4 0% -10.6 27%
Income Before Tax 23.2 16.9 37% 15.2 52%
Tax 0.0 0.0 n.a. 0.0 n.a.
Net Income 23.2 16.9 37% 15.2 52%
Realised Net income (RNI) 23.2 13.3 74% 15.2 52%
EPU (sen) 2.17 1.89 15% 2.3 -6%
DPU (sen) 0 4.15 -100% 0

NAV/unit (RM) 1.30 1.27 1.34

Gearing (x) 0.37 0.37 0.43

NPI Margins 79% 75% 78%

RNI Margins 51% 39% 47%

Source: Company, Kenanga Research
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Peer Comparison
Price Mkt PER (x) Est. Net Profit (RMm) Target
(4/5/17) (F:1¢] NDiv. Historical P/BV FY16/17 FY17/18 Price
Yld. ** ROE NP NP

Growth Growth

(RM) (RMm) (%) (%) ) (%) (%) (RM)
FY15/16 FY16/17 FY17/18 FY15/16 FY16/17 FY17/18

M-REIT & PROPERTY INVESTMENT UNDER COVERAGE

KLCCSS * 7.91 14,280 21.2 19.0 18.7 4.7% 9.2% 1.1 674.6 752.2 765.2 11.5% 1.7% 7.84 MARKET PERFORM
Pavilion REIT 1.72 5,205 22.1 18.8 18.3 4.9% 7.4% 1.3 235.3 276.6 285.6 17.5% 3.3% 1.94 OUTPERFORM
IGB REIT* 1.68 5,886 21.0 20.6 19.4 5.0% 6.9% 1.6 277.8 286.7 303.9 3.2% 6.0% 1.82 OUTPERFORM
Sunway REIT* 1.71 5,036 19.6 18.6 17.3 4.9% 8.0% 1.1 256.3 271.3 290.7 5.9% 7.2% 1.80 MARKET PERFORM
CapitaMalls (M) Trust* 1.49 3,032 18.5 17.4 17.0 5.2% 6.4% 1.1 171.1 173.8 178.4 1.6% 2.6% 1.59 MARKET PERFORM
Axis REIT* 1.70 1,879 20.8 18.2 17.4 4.9% 8.9% 1.3 90.2 103.2 108.1 14.4% 4.8% 1.66 MARKET PERFORM
MRCB-Quill REIT 1.32 1,410 15.0 15.4 15.0 5.7% 8.4% 1.6 59.2 92.0 95.5 55.5% 3.8% 1.36 OUTPERFORM

* Core NP and Core

PER

** KLCCSS, CMMT, AXREIT, PAVREIT and IGBREIT based on FYDec16E and SUNREIT on FYJun16E/FY17E

CONSENSUS
NUMBERS
YTL Hospitality REIT

1.19 2,028 n.a. 16.3 15.3 6.2% -0.2% 0.9 111.0 131.5 138.0 18.5% 4.9% 1.35 BUY
Al-'Agar Healthcare

q 1.54 1,121 17.7 17.9 n.a. 5.5% 7.1% 1.3 61.3 n.a. n.a. n.a. n.a. 1.80

REIT BUY
AmanahRaya REIT 0.94 539 13.3 14.9 14.0 5.9% 5.9% 0.8 35.9 38.6 n.a. 7.5% n.a. 1.15 BUY
AMFIRST REIT 0.78 535 24.0 n.a. n.a. n.a. 2.5% 0.6 n.a. n.a. n.a. n.a. n.a. n.a. BUY
Hektar REIT 1.59 637 14.8 13.8 14.5 6.6% 7.4% 1.1 44.0 48.0 50.0 9.1% 4.2% 1.59 NEUTRAL
MRCB-Quill REIT 1.32 1,410 15.1 15.9 15.0 6.1% 5.5% 1.0 88.6 93.5 97.4 5.6% 4.1% 1.35 BUY
Tower REIT 1.20 337 16.9 n.a. n.a. n.a. 3.7% 0.6 n.a. n.a. n.a. n.a. n.a. n.a. BUY
UOA REIT 1.74 736 14.8 n.a. n.a. n.a. 7.1% 1.0 n.a. n.a. n.a. n.a. n.a. n.a. BUY
Atrium REIT 1.14 139 25.9 n.a. n.a. n.a. 2.7% 0.8 n.a. n.a. n.a. n.a. n.a. n.a. BUY
Al-Salam REIT 1.04 603 12.9 16.0 16.0 5.8% 7.8% 1.0 38.1 39.1 40.2 2.5% 2.9% 1.16 BUY

Source: Bloomberg, Kenanga Research
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Stock Ratings are defined as follows:

Stock Recommendations

OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10% (an approximation to the
5-year annualised Total Return of FBMKLCI of 10.2%).

MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of 3% to 10%.

UNDERPERFORM : A particular stock’s Expected Total Return is LESS than 3% (an approximation to the

12-month Fixed Deposit Rate of 3.15% as a proxy to Risk-Free Rate).

Sector Recommendations***

OVERWEIGHT : A particular sector’'s Expected Total Return is MORE than 10% (an approximation to the
5-year annualised Total Return of FBMKLCI of 10.2%).

NEUTRAL : A particular sector’s Expected Total Return is WITHIN the range of 3% to 10%.

UNDERWEIGHT : A particular sector’'s Expected Total Return is LESS than 3% (an approximation to the

12-month Fixed Deposit Rate of 3.15% as a proxy to Risk-Free Rate).

***Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to
the specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies.

Published and printed by: ’%
KENANGA INVESTMENT BANK BERHAD (15678-H)

Level 12, Kenanga Tower, 237, JalanTun Razak, 50400 Kuala Lumpur, Malaysia Chan Ken Yew
Telephone: (603) 2172 0880 Website: www.kenanga.com.myEmail: research@kenanga.com.my Head of Research
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